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still be 5 per cent less than before, and total returns;
4^ per cent more. But, since output has also increased
by 4! per cent, average returns will be the same as they
were before restriction started, and the whole of the
increase in production will be wasted. (Situation 3.)
In order to raise average returns once more to 4^ per
cent above the pre-restriction level, sales must be
reduced to 88 per cent of the pre-restriction level, so
as to increase prices to 24 per cent above their pre-
restriction level; 16 per cent instead of 5 per cent of
the output will now be wasted. (Situation 4.)
If the surplus, instead of being entirely wasted, can
be diverted to some less remunerative market, then the
increase in price need not be so large. Thus suppose
that milk not sold liquid can be absorbed in unlimited
quantities in the manufacturing market, at a price half
as great as the original liquid prices. Then, in order to
increase average returns by 4! per cent, the liquid
price need only rise by 6 per cent (instead of 10 per
cent) before output increases, and by 10 per cent
(instead of 24 per cent) after output has increased.
In this final position only 9 per cent (instead of 16 per
cent) of the amount produced must be diverted from
the main market.
The absurdity of this situation needs no stressing;
why attract more resources into an occupation where
some of the existing resources are either wasted, or
devoted to products for which the consumer is pre-
pared to pay less than they cost ? Since the mechanism
for raising prices is to limit supplies on the market, it
is ludicrous that output should be allowed to increase.
This* is the justification for restricting production as
well as sales; the enhanced price may be confined to a